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Measuring financial literacy of superannuation fund 
members: Preliminary results 
ABSTRACT 
 
Superannuation is typically the second most valuable asset for most working Australians. 
Despite such importance, many fund members appear to be disengaged with their ‘forced 
savings’. The literature shows that financial literacy is one of the key requirements for 
making informed financial choice. Yet numerous financial literacy studies indicate that 
financial illiteracy is widespread across different countries and settings. This study assesses 
the financial literacy of superannuation participants through a survey of 594 fund members. 
The results show that while most respondents displayed high levels of self-rated and general 
financial literacy, fewer scored as well in relation to more advanced literacy regarding 
superannuation investment options.  
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Introduction 
Responsibility and decision-making about retirement provisions has shifted from 
governments to individuals due to pension reform in light of demographic transition and 
population ageing. Unlike other major developed economies, contributing to 
superannuation is mandatory in Australia, with retirement savings predominately residing in 
defined contribution funds managed in the private sector. In addition, the superannuation 
system in Australia operates in a choice environment, whereby considerable options, 
including choice of superannuation funds and investment options, are available to fund 
members. While this choice environment provides members with greater control over their 
mandatory superannuation savings, it also creates challenges for individuals as they are 
faced with making complex decisions about how to allocate and invest their superannuation 
savings. In this setting, individuals are increasingly exposed to market volatility that will 
influence the returns achieved by their contributions, and ultimately the accumulated 
retirement benefits.  
Because decision-making in superannuation issues is complex and can have a substantial 
impact on retirement outcome, individuals need to have a sufficient level of financial 
literacy to understand and make informed decisions in superannuation matters. Individuals 
who do not understand financial issues, such as risk and return on investments, and the 
level of savings needed to fund retirement, are likely to have considerably less retirement 
income than they desire (Lusardi and Mitchell, 2006). Research shows that better financial 
education is necessary if individuals are to achieve their retirement objectives, and that 
financial literacy is pivotal to making informed retirement saving decisions (Arnone, 2004). 
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To achieve optimal retirement outcomes, governments are increasingly aware of the need 
for individuals to have sound financial knowledge and skills. Yet, financial literacy studies on 
the general population as well as sub-groups within the population indicate that financial 
illiteracy is widespread (ANZ, 2011; Mandell, 2008; OECD, 2005). Therefore practitioners 
and researchers are concerned that many individuals may lack the level and types of 
financial literacy needed to make informed choices about their investment and retirement 
decisions (Lusardi and Mitchell, 2009; Steele, 2006).  
Drawing from prior financial literacy studies in Australia and overseas, this paper presents 
the measurement model that was developed to assess the financial literacy of 
superannuation fund members in Australia. The primary data source of this study is 
obtained from a survey of a sample of 594 superannuation fund members. The 
questionnaire includes subjective and objective measures to test the various aspects of 
financial literacy. The next section of the paper provides a brief discussion on the definition 
of financial literacy. This is followed by describing the sample and data, and the 
development of the measurement model. The preliminary analysis of the results is then 
presented, followed by a conclusion. 
Defining and measuring financial literacy 
There are few consensuses on the definition of financial literacy. Hung, Parker and Yoong 
(2009) argue that there is a strong need to examine the breadth of existing conceptual and 
operational definitions in order to enhance comparability across the evidence base of 
financial literacy studies. Huston (2010) also suggests that defining and appropriately 
measuring financial literacy is essential to understand educational impact as well as barriers 
to effective financial choice.  
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Financial literacy has a variety of definitions but is commonly referred to as “the ability to 
make informed judgements and to take effective decisions regarding the use and 
management of money” (Schagen and Lines, 1996, p.ii). This definition was first articulated 
by Schagen (1996) in a report to the National Foundation for Educational Research (NFER) in 
the UK and has appeared in the Australian ANZ national adult financial literacy surveys (ANZ 
surveys) since its first report in 2003. More recently, this definition was adopted by the 
Retirement Commission of New Zealand in their National Strategy for Financial Literacy 
(2012) and Australian Securities & Investments Commission (ASIC)’s National Financial 
Literacy Strategy (2011). This definition acknowledges that financial literacy means more 
than just understanding how things work but also encompasses making informed choices.  
In the United Kingdom, the term ‘financial capability’ tends to be used, rather than ‘financial 
literacy’. It is reasoned that capability comprises broader concepts than simply knowledge 
and that financial capability consists of three interrelated elements: knowledge, skills and 
attitude (FSA, 2006). The term ‘financial literacy’ is more commonly used in other 
jurisdictions, as evident by the establishment of organisations such as the Jump$tart 
Coalition for Personal Financial Literacy in the US and the Financial Literacy Foundation in 
Australia, but in some instances (such as in Australia) reference to financial literacy is taken 
to include those broader concepts of financial capability used in the UK.  
Some researchers view financial literacy as a more general understanding of economics and 
how household decisions are affected by economic conditions and circumstances 
(Worthington, 2006), whereas others maintain a more narrowly defined focus on basic 
money management tools such as budgeting, saving, investing and insurance (Hilgert et al., 
2003; Mandell, 2008). Remund (2010) suggests that at its most basic level, financial literacy 
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refers to the knowledge and understanding of financial concepts thereby resulting in the 
ability to make informed, confident and effective decisions regarding money. 
In the framework of the International Network on Financial Education (INFE), financial 
literacy is defined as “a combination of awareness, knowledge, skills, attitude, and 
behaviours necessary to make sound financial decisions and ultimately achieve individual 
financial wellbeing” (OECD, 2005, pp.13). This working definition reflects OECD’s definition 
of financial education1 and makes clear that financial literacy includes “knowledge but also 
goes further to include attitude, behaviours, and skills. It stresses the importance of 
decision-making, that is, applying knowledge and skills to real life processes and it indicates 
that the impact should be improved financial wellbeing” (Atkinson and Messy, 2011, 
pp.659).  
The challenge of defining financial literacy shows that it is a complex phenomenon which is 
difficult to measure directly. This means that there is no single question that can be 
administered to identify whether a person is financially literate. Accordingly, Atkinson and 
Messy (2011) argue that it is necessary to create a comprehensive set of questions that can 
directly test levels of knowledge, as well as explore attitudes and financial behaviours.  
As financial literacy is multifaceted, there are likely to be different ways that it can be 
assessed. A common way is in the form of a survey to ask people how well they understand 
financial concepts. While this approach can be valuable in determining how people feel 
about financial issues, Fear (2008) cautions that self-reported responses can be influenced 
                                                          
1
 OECD definition of financial education is “the process by which financial consumers/investors improve their 
understanding of financial products, concepts and risks and, through information, instruction and/or objective 
advice, develop the skills and confidence to become more aware of financial risks and opportunities, to make 
informed choices, to know where to go for help, and to take other effective actions to improve their financial 
wellbeing” (OECD, 2005, pp.13).  
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by a respondent’s attitudes towards particular aspects of money and finance. Hence, this 
type of responses may not accurately assess respondents’ conceptual understanding of 
finance. On the other hand, testing knowledge (for example via true or false type of 
questions) can facilitate comparison of “respondents’ actual knowledge with their self-
perceived knowledge to identify for instance whether their level of confidence actually 
reflects their decision-making abilities” (Fear, 2008, pp.12). 
Indeed, different aspects, levels and approaches to measure financial literacy are used in 
prior studies. For example, the ANZ Survey of Adult Financial Literacy in Australia (2008) 
adopts the revised U.K. Adult Financial Capability Framework (FSA, 2006) and classifies 
financial literacy into four main sections of ‘mathematic literacy’, ‘financial understanding’, 
‘financial competency’ and ‘financial responsibility’; with two broad levels of financial 
literacy of ‘basic requirement’ and ‘advanced competency’. 
Similarly, in a financial literacy study of Dutch households, van Rooij et al. (2011) designed 
two modules of questions to measure basic financial literacy and more advanced financial 
knowledge. The basic financial literacy measures responses relating to the working of 
inflation and interest rates, and more advanced financial knowledge questions assess 
respondents’ understanding of financial market instruments. The authors performed factor 
analysis on the modules of the survey questions to construct two financial literacy indices 
relating to basic and advanced financial knowledge. In their US study, Lusardi and Mitchell 
(2009) drew on the model developed in van Rooij et al2. (2011) to test basic financial literacy 
                                                          
2
 van Rooij, M., Lusardi, A., & Alessie, R. (2011) was originally published as van Rooij, M., Lusardi, A., & Alessie, 
R. (2007) Financial Literacy and Stock Market Participation (Working Paper No.146/2007). Amsterdam: De 
Nederlandsche Bank NV.  
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and what they term as ‘sophisticated financial literacy’. In both studies the ‘advanced’ and 
‘sophisticated’ measures of financial literacy focus on knowledge and understanding of 
investment products and stock markets. In an exploratory study in the UK, Atkinson, McKay, 
Kempson and Collard (2006) propose that financial capability could be conceived as 
encompassing four different domains of ‘managing money’, ‘planning ahead’, ‘choosing 
products’ and ‘staying informed’. The researchers used factor analysis to derive factor 
scores, and subsequently used cluster analysis to identify groups with similar factor scores 
across the four capability scores (Atkinson et al., 2006).  
A more recent Australian study focuses on financial literacy relevant to investment decision-
making in the context of superannuation funds through objective tests of both basic and 
advanced financial knowledge and understanding (Gallery et al., 2011). The researchers 
conducted factor analysis and developed three domains of financial literacy, namely, 
general financial matters, such as understanding compound interest; general investment 
matters, such as understanding the importance of diversification; and specific 
superannuation investment matters, such as the understanding of the relative risks and 
returns of investment options. This study builds on the work of Gallery et al. (2011) to focus 
on measures of financial literacy that are specific to decision-making in the context of 
superannuation investment choice decisions. 
Sample and data 
Data for this study are drawn from a broader financial literacy survey of the members of 
QSuper conducted by the researchers in early 2012. QSuper is a large public sector-based 
superannuation fund. At the time of the study, QSuper had a total of 548,447 members who 
are either former or current government employees from a broad spectrum of occupations 
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that extend from relatively low-skilled (e.g., cleaners and drivers) to professionals and 
executives (e.g., teachers, doctors and managers) (QSuper, 2012a). While QSuper has a 
Defined Benefit (DB) section, it is now closed to new members and all new members join as 
Defined Contribution (DC) account holders3 (QSuper, 2012a). DC members have a choice of 
nine investment options with the ‘Balanced’ option being the default option for members 
who do not make an investment choice (QSuper, 2012b). 
The online survey captured information about respondents self-assessed and objectively 
tested financial literacy. Additionally, demographic information relating to individuals’ age, 
gender, education, work status, current dwelling, household situation and household wealth 
were collected. 
The survey was conducted via a dedicated website linked to a secure server at the 
researcher’s institution where all responses were recorded. An invitation to all QSuper 
members to participate in the survey was publicised in the QSuper’s quarterly newsletter in 
February 2012, with a link to the survey website. Alternatively, participants who preferred 
to complete a paper-based survey were directed to request a copy to be mailed to them. A 
total of 629 responses were received of which 558 were completed. A further 36 completed 
paper-based surveys were received, yielding a final sample of 594 used in the analysis.  
The demographic statistics show that over 53% of the respondents are male, with the mean 
age group is 45-54, the majority of respondents had a TAFE/Trade Certificate or above 
qualification and more than half of them work full-time (52.7%). The sample was also over-
represented by members with higher annual household income, averaging above $160,000.  
The average superannuation account balance is between $100,000 and $200,000. While 
                                                          
3
 While DB is now closed to new members, it is possible that some members may have both a DB and DC 
account.  
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about 80% of respondents own their home (either mortgaged or mortgage-free), about a 
quarter of the respondents had held investment outside of superannuation in property, 
nearly half of them had investments in Australian and/or international shares.  
By their nature, opportunity samples introduce bias. In comparisons with the sampled fund 
and the Australian adult population, the sample comprises a higher proportion of members 
who are males, older, with higher household income and have higher education level. It is 
expected that these differences bias the sample conservatively towards members who may 
be more financially literate and/or more interested in financial matters (for example, 
because they are closer to retirement). 
Development of the measurement model 
While surveys of financial literacy in Australia were mainly based on respondents’ own 
assessment of their knowledge and understanding of financial matters (ANZ, 2003, 2005, 
2008, 2011; FLF, 2007), financial literacy studies conducted overseas tended to use objective 
tests to assess financial literacy. There are clear weaknesses with both approaches. Surveys 
which focus on subjective measures rely on respondents’ self-rating of their financial 
knowledge and thus have been criticised on the basis that respondents may be over-
confident in their ability (OECD, 2005). In contrast, the objective studies tend to regard 
financial literacy as analogous to an objective maths test, with right and wrong answers 
about financial matters, such as calculating compound interest and time value of money  
and so on (Atkinson et al., 2007). Therefore, to more comprehensively test financial literacy, 
this study incorporates both subjective (self-assessed) and objective measures of financial 
literacy. The items used in measuring the financial literacy construct are shown in Table 1 
and are explained below.  
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<Insert Table 1 here> 
 
Subjective financial literacy. Six items covering respondents self-assessment of their 
understanding and ability to budget, save, manage, invest, plan for financial future and 
saving for retirement were selected from Mercer Financial Literacy and Retirement 
Preparedness Survey (2006) and Financial Literacy: Australians Understanding Money 
Survey (Foundation Literacy Foundation, 2007). These measures are assessed using a five-
point Likert-type scale ranging from 1 (very low) to 5 (very high).   
Objective financial literacy. Objective measures of financial literacy are grouped into four 
sets of questions that relate to basic financial knowledge, general investment knowledge, 
superannuation-related general knowledge, and advanced knowledge about 
superannuation investment options. For each of the objective questions, a dummy variable 
was constructed, coded one (1) if the answer to the question was correct and zero (0) 
otherwise.  
The first group of basic literacy questions were designed by Lusardi and Mitchell (2006, 
2007, 2009) which have been tested in various studies (van Rooij et al., 2011; Bateman et 
al., 2012). Following Bateman et al. (2012), the current study adapts the wording to 
Australian terminology and practices for some questions. This group of multiple-choice 
questions relates to basic financial literacy which is assessed by four questions (Q2 – Q5) 
that measure the understanding of how compound interest works, the effect of inflation, 
time discounting and whether respondents suffer from money illusion. These concepts 
relate to basic financial transactions and day-to-day financial decision-making.  
In keeping with Lusardi and Mitchell (2009), the second group of questions include both 
true-or-false and multiple-choice items. The purpose of these four questions (Q6 – Q9) is to 
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measure financial knowledge related to general investment concepts. Specifically, these 
questions were devised to test knowledge of risky assets, such as share market and bond, as 
well as concepts such as long period returns, volatility and risk diversification.  
To assess superannuation fund members’ knowledge on general superannuation matters, in 
the third group of objective measures, three true-or-false items (Q10a – Q10c) from Mercer 
(2006) which tests respondents’ knowledge about basic taxation and legislation about 
superannuation contributions are retained. In addition, a multiple-choice question (Q11) 
concerning the indicators of superannuation fund performance that was tested in ANZ’s 
Adult Financial Literacy in Australia Survey (2005, 2008, 2011) was also included in this 
survey.  
The survey also includes questions that test financial literacy specific to decision-making in 
the context of superannuation. Following Gallery et al. (2008) and Gallery et al. (2011), the 
fourth group of objective measures included two questions that assess respondents’ 
knowledge about the perceived risk (Q12a – Q12i) and the expected level of returns (Q13a – 
Q13i) of each of the nine investment option. Items in these 9-item scale were assessed on a 
1 (very low risk) to 5 (very high risk) scale, and on a 1 (very low returns) to 5 (very high 
returns) scale.  
Based on the coding procedures undertaken in Gallery et al. (2011), respondents who rated 
the risk of the investment options that are consistent with the indication given in the 
Product Disclosure Statement (PDS) of the sampled fund were scored correct (1) and zero 
(0) otherwise. Table 2 summarises how the responses were classified as ‘correct’ for each of 
the investment options. 
<Insert Table 2 here> 
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Preliminary results 
Subjective measures 
Respondents were asked to rate their financial knowledge and understanding concerning a 
range of money matters on a five-point scale from very low (1) to very high (5). Table 3 
presents the responses to these six questions.  
<Insert Table 3 here> 
 
These results are compared with the findings reported from a telephone questionnaire4 of 
7,500 Australians commissioned by the Financial Literacy Foundation (2007), as well as the 
results of an online survey5 of 802 working Australians reported by Mercer (2006). Similar to 
the findings reported in these two prior studies, there are proportionately more 
respondents in the current study who perceive that they have high financial literacy in day-
to-day money matters than those related with investing and long-term money issues.  
Echoing the findings reported in FLF (2007), these results indicate that for day-to-day money 
management issues where individuals are more likely to have regular and direct experience, 
the self-assessed financial literacy is higher. Conversely, where the issues are less frequently 
encountered, or require more specialised knowledge, such as investing and planning for 
retirement, the self-rated financial literacy is lower.  
Objective measures  
Objective financial literacy is measured in four aspects based on prior research (ANZ, 2011; 
Bateman et al., 2012; Gallery et al., 2011; Lusardi and Mitchell, 2006, 2007, 2009; van Rooij 
                                                          
4
 In the Financial Literacy: Australians understanding money survey (FLF, 2007), respondents were asked 
whether they agreed that they have knowledge about money matters. For example, ‘I have the ability and 
understanding to budget day-to-day finances’. The report presented the percentage of respondents who 
totally agreed for each of the statements on the different money matters.  
5
 In The Mercer Financial Literacy and Retirement Readiness Study, respondents were asked how they would 
rate (out of ten) their own knowledge about investments.  
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et al., 2011). These four aspects of financial literacy are: (1) basic financial literacy, (2) 
general investment literacy, (3) superannuation general knowledge and (4) advanced 
superannuation investment options knowledge.  
Basic financial literacy  
Table 4, Panel A shows that for the four questions that relate to basic financial literacy, the 
percentages of correct responses range from 74.9 percent to 95.6 percent. Panel B of Table 
6.2 presents the cumulative numbers of correct responses for these four questions. The 
results show that while many respondents answered each individual question correctly, the 
proportion of respondents who answered all four questions correctly is only 54 percent. 
Thus, while many respondents display knowledge of a few financial concepts, basic financial 
literacy is not as widespread.  
<Insert Table 4 here> 
 
Respondents in the current study fared consistently better in all of the four basic questions 
compared with prior studies where the same basic financial literacy questions were asked. 
For example, in Lusardi and Mitchell6 (2009), van Rooij et al.7 (2011) and Bateman et al.8 
(2012), respectively 69 percent, 76.2 percent and 72 percent of respondents answered the 
compound interest question correctly, compared with 88 percent in this study. Likewise, for 
the inflation question, the corresponding correct response percentage in Lusardi and 
Mitchell (2009) was 87.1 percent, 82.6 percent in van Rooij et al. (2011) and 78.4 percent in 
Bateman et al. (2012), compared with 95.6 percent in the current study. Therefore, the 
results indicate that the sampled superannuation fund members in this study generally 
display higher levels of basic general financial literacy than respondents in prior studies. 
                                                          
6
 989 adult Americans took part in the internet-based survey conducted by Lusardi and Mitchell (2009). 
7
 In van Rooij et al. (2011), 1,508 Dutch survey respondents were interviewed via the internet. 
8
 Bateman et al. (2012) sampled 1,199 adult Australians who hold a current retirement savings account. 
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These differences may be partly explained by the fact that the sample consists of higher 
proportion of male, older and more highly educated respondents.  
General investment literacy  
Table 5 presents the frequencies of responses to the four questions on general investment 
matters with correct responses ranging from 81.8 percent to 93.1 percent. About 89 percent 
of respondents answered three or all four questions correctly (mean score = 3.53), 
indicating a relatively high level of financial literacy on general investment matters among 
this sample of superannuation fund members.  
<Insert Table 5 here> 
 
Respondents in the current study again performed consistently better compared with prior 
studies where the same questions were tested. For instance, on the question of which asset 
gives the highest return in the long-term, 81.8 percent of respondents correctly identified 
shares, compared with 62.3 percent in Lusardi and Mitchell (2009), only 47.2 percent in van 
Rooij et al. (2011), and 55.2 percent in Bateman et al. (2012). The result is more pronounced 
for the question on the understanding of risk diversification where 92.8 percent of 
respondents in this study selected the correct response, compared with 74.9 percent in 
Lusardi and Mitchell (2009), 63.3 percent in van Rooij et al. (2011) and 73.4 percent in 
Bateman et al. (2012). Consequently, the result indicates that this cohort of sampled 
superannuation fund members have better understanding of general investment concepts 
than respondents in prior studies. These variances may again reflect the higher proportion 
of respondents who are older, more highly educated and wealthier.  
Superannuation general knowledge 
Respondents, however, did not score as well in terms of their responses to the 
superannuation-related questions. Table 6, Panel A shows that for the four questions that 
16 
 
relate to general knowledge about superannuation, the percentages of correct responses 
range from 65 percent to 81.8 percent. Panel B of Table 6 presents the cumulative numbers 
of correct responses for the four questions, showing that while many respondents answered 
each individual question correctly, the proportion of respondents who answered all four 
questions correctly is only 33.3 percent.  
<Insert Table 6 here> 
 
Although the respondents did not score as well in the superannuation-related questions 
compared with the basic and general investment literacy questions, they fared better 
compared with respondents from prior studies where the same questions were tested. For 
instance, on the question on employer contribution, 65 percent of the respondents gave a 
correct response compared with 44 percent in the survey in Mercer (2006). This difference 
might again be attributed to the overweighing of the sample in terms of older members 
who have been in the workforce for longer and therefore would be aware of 
superannuation guarantee contributions.  
Further, on the question that tests understanding of how superannuation fund’s 
performance is evaluated, 66.5 percent of respondents correctly identified returns net of all 
fees as the best indicator. While this result is comparable with that of the ANZ (2011) 
survey9 where 66 percent of respondents chose the correct answer, it is better than that 
reported in the survey10 by Gallery et al. (2011) where 51.4 percent of the sampled 
superannuation fund members provided a correct response. The improved recognition of 
fund performance indicator might be a result of fund members paying more attention to 
their fund’s performance after going through the financial crisis.  
                                                          
9
 There were 1,381 Australians who took part in the ANZ Survey of Adult Financial Literacy in Australia (2011). 
10
 2,032 members from the same sampled superannuation fund (QSuper) took part in the survey conducted by 
Gallery et al. (2008) and Gallery et al. (2011).  
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Advanced superannuation investment options knowledge 
In addition to testing basic financial literacy and general investment literacy, this study also 
measures more advanced levels of financial literacy in the context of superannuation 
investment choice decisions.  The next set of survey questions (Q12-Q13), which was drawn 
from Gallery et al. (2011), assesses fund members’ understanding of the risks and returns of 
the investment options available to them from their superannuation fund. On a five-point 
scale ranging from very low to very high, respondents were asked to rate the risk and the 
expected long-term return of the investment options. The percentages of responses to 
these questions are shown in Figures 1 and 2, with the investment options presented in 
order of risk, ranging from lower risk (Cash) to higher risk (Australian Shares)11.  
<Insert Figure 1 here> 
 
Results in Figure 1 show that a large fraction of respondents correctly rated the risks 
associated with the investment options. In particular, the lower risk options of ‘Cash’ and 
‘Diversified Bonds’, have the highest percentages of correct rating (79 percent and 78 
percent respectively). Similarly, the higher risk options of ‘International Shares’ and 
‘Australian Shares’ were correctly rated by around 70 percent of respondents. However, 
fewer respondents correctly rated the options between these two extremes. For example, 
40 percent of respondents either incorrectly rated or did not know the risks associated with 
the ‘Socially Responsible’ option. Similarly, 38 percent of respondents either incorrectly 
rated or did not know the risks associated with the ‘Indexed Mix’ option, indicating that 
members may be less familiar with options that are labelled with the investment style of the 
                                                          
11
 As per the step taken in Gallery et al. (2011), to avoid potential bias that might be caused by presenting the 
investment options by relative levels of risk/expected returns, the order of investment options presented in 
the questionnaire is the same as the order in which those options are presented in the sampled fund’s PDS.   
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portfolio. The deficiency of understanding of the risks associated with investment-styled-
labelled options may partly explain the lack of popularity in investing in those options12. 
In relation to the ‘Balanced’ option, which is the fund’s default investment option in which 
90 percent of the sampled fund members’ assets are invested, less than 70 percent correctly 
indicated the level of risk associated with that option. Nearly a quarter of those who 
provided an incorrect response for the ‘Balanced’ option (not reported in table) rated it as 
low risk, whereas it is rated as medium-to-high risk in the fund’s Product Disclosure 
Statement (PDS). This indicates that a number of fund members might have substantially 
under-estimated the risk associated with the default investment option. Under-estimating 
financial risk could potentially lead to financial shock or disappointment particularly during 
volatile investment periods immediately prior to retirement. 
The responses to the risk rating of the nine investment options are compared with those 
reported in Gallery et al. (2011) where 2,032 members from the same sampled 
superannuation fund (QSuper) took part. Respondents in the current study generally 
performed better in the risk ratings of comparable options13 than those in Gallery et al. 
(2011). The most noticeable difference is in the risk rating of Australian Shares where 72 
percent of respondents gave a correct rating, compared with only 32 percent reported in 
Gallery et al. (2011). This difference might be a result of the higher proportion of older and 
slightly more educated members in the sample of the current study. Alternatively, the 
                                                          
12
 Investment in Moderate, Socially Responsible, Indexed Mix and Aggressive options accounted for 5%, 1%, 
1% and 4% of the sampled fund’s total membership population, according to the sampled fund’s management 
report.  
13
 There were only eight investment options offered by same sampled superannuation fund at the time of 
study by Gallery et al. (2011) and the names of these options were different from those offered when the 
current study took place. These investment options were: Cash, Cash Plus, Fixed Interest, Balanced, Socially 
Responsible, Australian Shares, International Shares and High Growth. 
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difference could be attributable to the improved recognition by fund members of financial 
risk associated with investment after experiencing the global financial crisis in 2008. 
<Insert Figure 2 here> 
 
Figure 2 shows that respondents are generally more accurate in indicating the level of 
expected long-term returns than the risk for each of the investment option. For instance, 88 
percent of the respondents correctly rated the returns of the ‘Cash’ option, compared with 
79 percent with correct risk rating on this option. Similarly, there are relatively higher 
percentages of correct return ratings for options labelled by investment style such as the 
‘Moderate’ and ‘Aggressive’ options.  
Consistent with the pattern of differences in risk ratings identified above, there are 
generally higher proportions of correct return ratings from respondents in the current study 
than those from Gallery et al. (2011). For instance, the most pronounced difference is again 
in the return rating of Australian Shares where 82 percent of respondents gave a correct 
rating, compared with 45 percent reported in Gallery et al. (2011). On the other hand, there 
are the same proportions (77 percent) of respondents who correctly rated the returns of the 
‘Balanced’ option in both studies.  
Taken together with the risk ratings reported above, the results show that more 
respondents in both studies correctly rated the return than the risk associated with the 
investment options. As cautioned by Gallery et al. (2011, pp.195), “the differences in 
accuracy between risk and return rating of investment options indicate that respondents 
may not understand the basic risk-return relationships of superannuation investment 
options”.  
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To further examine respondents’ understanding of the risk-return relationships of 
investment options, the same analytical procedure undertaken in Gallery et al. (2011) was 
followed. In particular, responses were classified into two groups based on whether 
respondents gave the same ratings for each option (e.g., if the risk was rated high, the 
expected returns were also rated high). The differences in risk and returns rating are 
presented in Figure 3.  
<Insert Figure 3 here> 
 
The results from Figure 3 suggest that respondents have a better understanding of the risks 
and returns associated with simple investment options such as ‘Cash’ and ‘Diversified 
Bonds’, than that of more complex options such as ‘Australian Shares’ and ‘International 
Shares’. Options labelled with their investment style again trailed behind other investment 
options, indicating a relative lacking of understanding of these investment options.  
Figure 3 also shows that except for the ‘Indexed Mix’ and ‘Socially Responsible’ options, 
more than half of the respondents gave the same ratings for each of the other investment 
options. In contrast, Gallery et al. (2011) reported half or fewer respondents gave the same 
ratings for each product in their research. This difference mirrors the pattern identified 
above in the risk and return ratings between respondents in the two studies. Better 
understanding of risk and return of the investment options, and the shares options in 
particular, may partly be explained by the slightly higher proportion of more educated 
respondents in the sample of the current study. Alternatively, it may be a result of fund 
members becoming more aware of investment risk after the global financial crisis.  
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Conclusions 
In summary, the preliminary results reveal that while the majority of respondents display 
good knowledge of everyday money matters and investment, their knowledge in 
superannuation-related matters is less prevalent. For more advanced aspects of financial 
literacy in terms of the understanding of the risks and returns associated with the 
investment options, the results indicate that respondents generally were able to accurately 
rate the risks and returns of most investment options. However, respondents were less 
certain about options labelled with investment styles. Further, a portion of respondents had 
under-estimated the risk associated with the ‘Balanced’ option. Given ‘Balanced’ is the 
default investment option in which a substantial number of fund members had invested, 
under-estimating the risk involved may potentially lead to financial shock, particularly in 
volatile investment condition. Subsequent analysis of the matching of the risk and return 
ratings of the investment options provides further insight that respondents have a better 
understanding of the risk-return relationship for simple investment options than that of 
more complex options.  
The analysis revealed several important findings regarding the levels of financial literacy of 
this sample of superannuation fund members. First, responses to self-rated financial 
knowledge questions showed that respondents are more confident about their financial 
ability regarding day-to-day money matters, such as budgeting and saving money, than 
those related with investing and retirement planning. While it is understandable that self-
assessed financial literacy is higher for money matters with which individuals have regular 
and direct experience (FLF, 2007), with the increasing reliance on self-provision for 
retirement, it has become more vital that individuals also develop financial skills regarding 
long-term money issues such as those relating to superannuation investment decisions. 
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Second, responses to an objective test of basic and general financial literacy questions on 
fundamental economic concepts revealed that the survey respondents displayed higher 
levels of financial literacy than those from other financial literacy studies in Australia as well 
as internationally (e.g., Bateman et al., 2012; Lusardi & Mitchell, 2009; van Rooij et al., 
2011). These differences might be partly attributed to the fact that the sample consisted of 
a higher proportion of older and more highly educated respondents.  
However, the respondents did not perform as well in superannuation-related questions. For 
example, more than a third of the respondents could not correctly identify the best 
indication of superannuation fund performance. Further, substantially fewer scored well in 
relation to more advanced literacy required in the context of superannuation investment 
choice decisions. Of particular concern is that a portion of respondents had substantially 
under-rated the risk associated with the default investment option in which the majority of 
fund members’ assets are invested. Not understanding the best indication of fund 
performance, as well as under-estimating the risk associated with investment options, if left 
uncorrected for an extended period, could lead to financial shock and disappointment. The 
deficiency in financial expertise presents an impediment to informed choice (Brown et al., 
2002). These findings again raise questions about whether fund members are equipped with 
sufficient financial literacy in the face of the complexity in superannuation choice decisions. 
As Sy (2011) warned, errors in superannuation choices are often not recognised for a long 
time and the risk and impact of wrong choices can be substantial. 
23 
 
References 
ANZ and Roy Morgan Research. (2003). ANZ Survey of Adult Financial Literacy in Australia. 
Available at: http://www.financialliteracy.gov.au/media/465156/anz-survey-of-adult-
financial-literacy-2003.pdf. Accessed 18 September 2007.  
ANZ. (2005). ANZ Survey of Adult Financial Literacy in Australia. Available at: 
http://www.anz.com/resources/4/c/4c09cb004f1d3e70a549b558b54e5b8d/Survey-Adult-
Financial-Literacy-2005.pdf?MOD=AJPERES. Accessed 18 September 2007. 
ANZ. (2008). ANZ Survey of Adult Financial Literacy in Australia. Available at: 
http://www.anz.com/resources/5/4/54a7b400413360d8b5d8bda2fd298cdf/Survey-Adult-
Financial-Literacy-2008.pdf. Accessed 8 February 2010. 
ANZ. (2011). Adult Financial Literacy in Australia. Available at: 
http://www.anz.com/resources/f/9/f9fc9800493e8ac695c3d7fc8cff90cd/2011-Adult-
Financial-Literacy-Full.pdf.pdf?MOD=AJPERES. Accessed 14 January 2012. 
Arnone, W. J. (2004). Educating pension plan participants. Pension Research Council Working 
Paper, PRC WP2004-7. Available at: pfeef.org/speeches/Educating-Pension-Plan-
Participants.pdf. Accessed 21 June 2007.  
Atkinson, A., McKay, S., Collard, S., & Kempson, E. (2007). Levels of financial capability in the UK. 
Public Money & Management, 27(1), 29-36.  
Atkinson, A., McKay, S., Kempson, E., & Collard, S. (2006). Levels of Financial Capability in the UK: 
Results of a baseline survey. Financial Services Authority. Available at: 
http://www.pfrc.bris.ac.uk/publications/Reports/Fincap_baseline_results_06.pdf. Accessed 
18 September 2007. 
Atkinson, A., & Messy, F.A. (2011). Assessing financial literacy in 12 countries: An OECD/INFE 
international pilot exercise. Journal of Pension Economics and Finance, 10(4), 657-665.  
 
24 
 
Australian Securities & Investments Commission (ASIC). (2011). National Finanical Literacy Stragey. 
Available at: http://www.asic.gov.au/asic/pdflib.nsf/LookupByFileName/rep229-national-
financial-literacy-strategy.pdf/$file/rep229-national-financial-literacy-strategy.pdf. Accessed 
18 July 2012. 
Bateman, H., Eckert, C., Geweke, J., Louviere, J., Thorp, S., & Satchell, S. (2012). Financial 
competence and expectations formation: Evidence from Australia. Economic Record, 
88(280), 39-63.  
Brown, K., Gallery, G., & Gallery, N. (2002). Informed superannuation choice: Constraints and 
policy resolutions. Economic Analysis & Policy, 32(1), 71-90.  
Fear, J. (2008). Choice overload: Australians coping with financial decisions. Discussion Paper (No. 
99), The Australia Institute. Available at: 
https://www.tai.org.au/index.php?q=node%2F19&pubid=497&act=display. Accessed 12 
March 2010.  
Financial Literacy Foundation (FLF). (2007). Financial Literacy: Australians understanding money. 
Available at: http://www.financialliteracy.gov.au/media/209293/australians-understanding-
money.pdf. Accessed 12 March 2010.  
Financial Services Authority (FSA). (2006). Adult Financial Capability Framework. Available at: 
http://www.learningobservatory.com/uploads/publications/603.pdf. Accessed 2 May 2008. 
Gallery, N., Brown, K., Gallery, G., Furneaux, C., & Palm, C. (2008). QSuper Financial Literacy Survey 
Report (Unpublished report).  
Gallery, N., Gallery, G., Brown, K., Furneaux, C., & Palm, C. (2011). Financial Literacy and Pension 
Investment Decisions. Financial Accountability and Management 27(3), 286-307.  
Hilgert, M., Hogarth, J., & Beverly, S. (2003). Household financial management: The connection 
between knowledge and behaviour. Federal Reserve Bulletin, 309-322.  
 
25 
 
Hung, A., Parker, A., & Yoong, J. (2009). Defining and measuring financial literacy. In RAND Labor 
and Population Working Paper Series. Available at: 
www.rand.org/content/dam/rand/pubs/working_papers/2009/RAND_WR708.pdf. Accessed 
24 May 2012. 
Huston, S. J. (2010). Measuring financial literacy. Journal of Consumer Affairs, 44(2), 296-316. 
Lusardi, A., & Mitchell, O. S. (2006). Financial literacy and planning: Implications for retirement 
wellbeing. Pension Research Council Working Paper(WP 2005-108). Pension Research 
Council, University of Pennsylvania. Available at: 
http://www.dartmouth.edu/~alusardi/Papers/FinancialLiteracy.pdf. Accessed 22 June 2007.  
Lusardi, A. & Mitchell, O. S., (2007). Baby Boomer retirement security: The roles of planning, 
financial literacy, and housing wealth, Journal of Monetary Economics, 54(1), 205-224. 
Lusardi, A., & Mitchell, O. S. (2009). How Ordinary Consumers Make Complex Economic Decisions: 
Financial Literacy and Retirement Readiness. National Bureau of Economic Research Working 
Paper 15350. Available at: http://www.nber.org/papers/w15350.pdf?new_window=1. 
Accessed 18 September 2011.  
Mandell, L. (2008). The financial literacy of young American adults. Jump$tart Coalition for 
Personal Financial Literacy. Available at: 
http://www.jumpstart.org/assets/files/2008SurveyBook.pdf. Accessed 12 January 2010.  
Mercer Wealth Solution. (2006). Mercer 2006 Financial literacy and retirement readiness study. 
Available at: 
https://www.superfacts.com/files/mercerwealthsolution/documents/200610121529251617
6.pdf. Accessed 9 March 2010. 
OECD. (2005). Improving financial literacy: Analysis of issues and policies. OECD Publishing. 
Available at: http://www.oecd-ilibrary.org/finance-and-investment/improving-financial-
literacy_9789264012578-en. Accessed 7 October 2010. 
26 
 
QSuper. (2012a). Annual Report of the QSuper Board of Trustees. Available at: 
qsuper.qld.gov.au/document/reporting/annual-report-parliament-2012.pdf. Accessed 21 
October 2013. 
QSuper. (2012b). Investment Choice Guide. Available at: ttp://qsuper.qld.gov.au/document/ 
pds8.pdf. Accessed 21 October 2013. 
QSuper. (2012c). Product Disclosure Statement. Available at: http://qsuper.qld.gov.au/ 
members/forms/forms.aspx?type=9. Accessed 21 October 2013. 
Remund, D. L. (2010). Financial literacy explicated: the case for a clearer definition in an 
increasingly complex economy. Journal of Consumer Affairs, 44(2), 276-295.  
Retirement Commission of New Zealand. (2012). National Strategy for Financial Literacy. Available 
at: http://www.cflri.org.nz/sites/default/files/docs/FL-NS National%20Strategy-2012-
Aug.pdf. Accessed 21 April 2013. 
Schagen, S., & Lines, A. (1996). Financial literacy in adult life. A Report to the NatWest Group 
Charitable Trust. London: National Foundation for Educational Research. Available at: 
http://www.nfer.ac.uk/nfer/publications/91091/91091.pdf. Accessed 19 October 2007. 
Steele, G. (2006). Bringing consumers' grades up ; courses on financial literacy benefit originators 
by giving their customers the background knowledge needed. Broker Magazine, 8(9), 54.  
Sy, W. (2011). Redesigning choice and competition in Australian superannuation. Rotman 
International Journal of Pension Management, 4(1), 52-61.  
van Rooij, M., Lusardi, A., & Alessie, R. (2011). Financial literacy and stock market participation. 
Journal of Financial Economics, 101(2), 449-472.  
Worthington, A. C. (2006). Predicting financial literacy in Australia. Financial Services Review, 15(1), 
59-79.  
  
27 
 
Tables and Figures 
 
Table 1 Operationalisation of financial literacy constructs 
Constructs Survey 
Question 
No. 
Indicators Source 
Subjective Financial 
Literacy 
1a 
1b 
1c 
1d 
1e 
1f 
Budget day-to-day finance 
Saving money 
Managing debt 
Investing money 
Planning for financial future 
Retirement planning 
Mercer, 2006 
 
Financial Literacy 
Foundation, 2007 
Objective Financial 
Literacy 
1. Basic financial 
knowledge 
 
 
 
2. General investment 
knowledge 
 
 
 
3. Superannuation 
general knowledge 
 
 
 
4. Advanced 
superannuation 
investment options 
knowledge 
 
 
2 
3 
4 
5 
 
6 
7 
8 
9 
 
10a 
10b 
10c 
11 
 
12a-12i 
 
13a-13i 
 
 
 
Compound interest 
Inflation 
Time value of money 
Money illusion 
 
Risky assets 
Long period returns 
Volatility 
Risk diversification 
 
Legislation 
Taxation 
Asset allocation 
Performance indicator 
 
Risk rating of nine 
investment options 
Returns rating of nine 
investment options 
 
 
Lusardi & 
Mitchell, 2006, 
2007, 2009 
 
van Rooij et al., 
2011 
 
Bateman et al., 
2012 
 
Mercer, 2006 
ANZ, 2008, 2011 
 
 
 
Gallery et al., 
2008,  
Gallery et al., 
2011 
 
 
 
Table 2 Scoring system for investment option risk rating   
Investment option  QSuper PDS risk rating  Responses scored as ‘correct’  
1. Cash Very low Low risk; very low risk 
2. Diversified Bonds Low  Low risk; medium risk 
3. International Shares  High  High risk; very high risk  
4  Australian Shares Very high  High risk; very high risk  
5. Balanced Medium  High risk; medium risk  
6. Moderate Low to medium Medium risk; low risk 
7. Socially Responsible High High risk; medium risk  
8. Indexed Mix Medium to high   Medium risk, high risk 
9. Aggressive High High risk; very high risk 
(Source: QSuper, 2012c; Gallery et al., 2011) 
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Table 3 Self-rated financial knowledge (N = 594) 
 
Mean 
% of 
Respondents 
 rated High 
% of 
Respondents 
 rated Very High 
Subtotal % of 
Respondents 
rated High-
Very High 
a) Budget day-to-day finances 4.04 46.5 30.6 77.1 
b) Saving money 3.95 44.8 27.8 72.6 
c) Managing debt 4.12 44.3 36.4 80.7 
d) Investing money 3.40 35.7 11.6 47.3 
e) Planning for financial future 3.57 42.3 13.5 55.8 
f) Retirement planning 3.61 39.7 18.2 57.9 
 
Table 4 Frequencies of responses for basic financial literacy questions (N = 594) 
Panel A: Percentage of Correct, Incorrect, Don’t Know Responses    
 Correct Incorrect 
Don't 
know 
Q2: Compound interest  88.0% 9.9% 2.0% 
Q3: Inflation 95.6% 2.2% 2.2% 
Q4: Time discounting 74.9% 18.4% 6.7% 
Q5: Money illusion  79.8% 18.0% 2.2% 
Panel B: Number of Correct Responses  
 None 1 2 3 All 4 Mean 
N Correct 7 7 58 201 321 3.38 
 1.2% 1.2% 9.8%  33.8% 54.0%  
 
Table 5 Frequencies of responses for general investment literacy questions (N = 594) 
Panel A: Percentage of Correct, Incorrect, Don’t Know Responses    
 Correct Incorrect 
Don't 
know 
Q6: Shares are normally riskier than bonds 85.2% 4.5% 10.3% 
Q7: Which asset normally gives the highest return in long term   81.8% 11.3% 6.9% 
Q8: Which asset normally displays the highest fluctuations over time 93.1% 1.7% 5.2% 
Q9: Understanding of risk diversification  92.8% 4.9% 2.4% 
Panel B: Number of Correct Responses  
 None 1 2 3 All 4 Mean 
N Correct 11 10 48 110 415 3.53 
 1.9% 1.7% 8.1% 18.5% 69.9%  
 
 
Table 6 Frequencies of responses for superannuation-related questions (N = 594) 
Panel A: Percentage of Correct, Incorrect, Don’t Know Responses    
 Correct Incorrect 
Don't 
know 
Q10a: Rate of employer contribution   65.0% 28.1% 6.9% 
Q10b: Tax on employer contribution 67.0% 15.7% 17.3% 
Q10c: Asset allocation of a growth style investment option 81.8% 5.1% 13.1% 
Q11: Best indication of fund performance 66.5%  30.6% 2.9% 
Panel B: Number of Correct Responses  
 None 1 2 3 All 4 Mean 
N Correct 23 62 122 189 198 2.80 
 3.9% 10.4% 20.5% 31.8% 33.3%  
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Figure 1 Percentages of Correct, Incorrect and Don’t Know responses on rating the risks associated 
with each of the nine investment options (N=594) 
 
 
 
Figure 2 Percentages of Correct, Incorrect and Don’t Know responses on rating the expected level 
of long-term returns on the nine investment options (N=594) 
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Figure 3 Percentages of responses rating the risk and returns the same for each of the nine 
investment options (N=594)  
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